| MPLEMENTATI ON OF THE EXECUTI VE DI RECTORATE OF REVENUE ( DEl)

BORRONER AND
GUARANTOR:
EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

( HO- 0137)

EXECUTI VE SUMVARY

Republ i ¢ of Honduras

M nistry of Finance through the Direcci 6n Ejecutiva
de I ngresos (DEl) [Executive Directorate of Revenue]

| DB (FSO: Us$3, 000, 000
Local contribution: US$ 450, 000
Tot al : US$3, 450, 000
Anortization period: 40 years
Execution peri od: 36 nont hs

D sbur senent peri od: 40 nont hs
Interest rate: 1% and 2%

I nspecti on and supervision: 1%

Credit fee: 0.5%

The general objective consists in assisting the
Governnment of Honduras to consolidate and continue
the process of nodernizing its tax administration.
The intent is to also achieve the follow ng specific
obj ecti ves: (i) support the process of effective
integration between the custons and donmestic tax
areas, with a new structure and the application of
the DEl personnel rules; (ii) specifically strengthen
the donmestic taxation area; (iii) increase the
prof essi onal and technical |evel of enployees through
per manent and specific training plans; (iv) pronote
an increase in collections equivalent to 2% of CDP;
and (v) nodernize t he i nf ormati on t echnol ogy
equi pnrent and applications and create the necessary
conmuni cations infrastructure to optim ze the use of
t he new t echnol ogi es.

The project will be executed in two phases. Upon
conpletion of the first, the tax adm nistration nust
be operating to the satisfaction of the authorities

of the Finance Mnistry and the Bank. The second
will be conditional upon the results of the
evaluation that will take place to determne

satisfactory operations; specific indicators have
been devel oped for this purpose (paragraph 3.3). The
activities scheduled for the first phase cover all

areas of administration: regul atory, organization,
trai ni ng, managenent procedures, collections, audits,
i nformati on technol ogy and conmuni cati ons. It will

have an estimated cost of US$2.5 mllion.

The second phase, with a cost of US$675,000 plus
US$229, 000 for contingencies, proposes inproving the
taxation services, wth particular enphasis on
facilitating electronic access to tax and custons
i nf ormati on.
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THE PROJECT' S RCLE
IN THE BANK' S
COUNTRY AND
SECTOR STRATEGY:

ENVI RONMENTAL  AND
SOC AL REVI EW

BENEFI TS

Rl SKS

SPECI AL
CONTRACTUAL
CONDI TI ONS

POVERTY- TARCETI NG

EXCEPTI ONS TO
BANK POLI CY:

PROCUREMENT OF
G00DS AND
SERVI CES

The Bank's latest country paper (GN-1876) specifies
three primary areas of activity: 1) the devel opnent
of human capital; 2) increased returns on investnent
(private and public); and 3) elimnation of the
financial restrictions on the State produced by the
high fiscal deficit and high debt servicing costs.
These areas continue to be valid and the proposed
techni cal cooperation programfalls fully within the
third one insofar as it should contribute to reducing
the fiscal deficit by inmproving tax collections.

The operation has no inpact on the environnent.

The project will benefit both the governnent and the
citizens, primarily in the followng aspects:

(i) effective integration of the nanagenent of
donestic taxation and custons, which wll allow
i mproved use of human and material r esour ces;
(i1) consolidation of the achievenents of the phases,
i ncluding those preceding the reduction in the cost
of fulfilling fiscal obligations by facilitating and
providing incentives for voluntary conpliance; and
(iii) increase in the nunber of regular taxpayers.

The greatest risk to the project's success would be
for it to incur the sanme problens as the previous
operation: deficiencies and delays in preparing the
basic infrastructure needed for operation of the tax
information system (TIS), insufficient transfer of
know edge to final users of the system and i ndecision
on the part of the authorities in putting into
practice the measures needed to pronote the changes.
As indicated in paragraph 1.9, the new authorities
have resolved the infrastructure problens which
del ayed installation of the TIS, the DEl has
participated actively in the design of this plan of
operations, and it feels comitted to it, and there
is strong political support for the DEl and for this
pr oj ect . In order to reduce this risk as much as
possible, the satisfactory application of the DE
personnel rules has been included as a condition
precedent to the first disbursement; in addition, the
local contribution has been reduced and oriented
toward nore expedi ent project execution

The first disbursement will be subject to fulfill nent

of t he foll ow ng condi tions to the Bank' s
satisfaction: (i) appointnent of the nationa

cooperation coordinator; (ii) presentation of the
draft agreement wth the UNDP, and (iii) having
satisfactorily initiated inplementation of the DEl

personnel rules (paragraph 3.19).

In accordance with docunents GN-1916 and 1964-2, this
operation is not poverty targeted.

See the Procurement section bel ow
Direct contracting from the Uni t ed Nat i ons

Devel opment Pr ogr anme ( UNDP) is recommended
(paragraph 3.12), to undertake the engagenment of
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consultants, procure equipnment or engage in other
required activities, for purposes of executing the
program in accordance with the Bank's procedures.
Such contracting fulfills the stipulations set forth
in chapter GS-403 of the Procurenment Manual .



